Sent with the Compliments of the First National Group of Banks in Minneapolis 
Correspondent of The National City Bank of New York 


General Business Conditions 





HE month of May usually marks the 

passing of business from a period of 

Spring expansion into one of irregu- 

lar contraction, and this year has been 

no exception. Some tapering down 
of basic industrial activity has been reported, 
but after allowance is made for seasonal in- 
fluences it is not clear that the losses for the 
month have been abnormal. In some lines, 
including textile and automobile production, 
the upward tendency characteristic of Spring 
was maintained longer than usual, and there 
are other gains on the balance sheet for the 
month which offset declines in the metal 
industries, building, and elsewhere. It is 
doubtless little consolation for men whose 
business is falling off to reflect that the de- 
cline is seasonal, but only in exceptional years 
are the forces of improvement strong enough 
to overcome Summer dullness, and a moderate 
recession in activity during June and July 
will not necessarily indicate a basic down- 
ward trend, nor supply a valid reason for 
fresh pessimism. 

During May, as in April, the contrast be- 
tween the trend of business, as measured by 
indexes of production and trade, and the 
course of the stock and commodity markets, 
as measured by prices, has been marked. Tak- 
ing the two months as a whole, business has 
gained in volume rather than lost, but prices 
have almost continuously found new lows. 
Repeated price declines, with the serious diffi- 
culties that they create, supply the most rig- 
orous test to which business morale can be 
subjected, and are mainly responsible for fur- 
ther deferring hopes of improvement. 

The accompanying diagram represents four 
authoritative indexes of the volume of busi- 
ness. They are composites of data on produc- 
tion and trade, properly weighted to make the 
resultant average as accurate as possible a 
measure of conditions. Lacking final figures 
for May, the chart carries the record down 
through April. In that month, when pessi- 
mism created by the markets was acute, all 
of the indexes actually turned upward, extend- 
ing the advance which began about the first 
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of the year. The amount of expansion that is 
norma the season is eliminated from these 
indexes, and’ the gains shown are therefore 
over and above the usual “Spring rise.” With 
the exception of the Federal Reserve Board’s 
index, the figures are also corrected to allow 


Indexes of General Business 


for the long-time trend, which is upward at 
the rate of 3 or 4 per cent a year; thus the 
gains are likewise in addition to any ac- 
counted for by that trend. If, after this good 
showing in April, the promise of preliminary 
data is borne out, and it develops that May, 
which has had to bear an even greater bur- 
den of depression caused by cumulative price 
declines, has nearly or entirely held it own, 
the record will support the diagnosis that 
necessary replacements will require a fairly 
steady volume of trade during this readjust- 
ment period. 


Evidence on Retail Consumption 


While trade reports are irregular, it is evi- 
dent that where retailers are able to make an 
appeal to buyers upon the basis of a good 
quality of merchandise at low prices, they are 
moving a very large volume of goods across 
their counters. April department store sales 
in dollars, as measured by the Federal Re- 
serve Board’s index which eliminates fluctua- 
tions due to the season and to Easter, were 
only 2 per cent less than in April, 1930. Sales 
of 35 chains were off only 3 per cent. During 
May trade in some sections has been some- 
what reduced by unseasonable weather but one 
of the mail order houses reports for four 
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weeks ended May 21 a drop of only 0.9 per 
cent from last year, the best showing for 1931 
to date. There is no precise index of retail 
prices, aside from foods, available, but close 
observers say that in department stores ap- 
pare! and household goods generally are at 
least 15 per cent lower than a year ago. In 
men’s clothing the trend toward a lower price 
range has been particularly marked; for ex- 
ample, stores which last year offered suits at 
$35 to $45 are bidding now for custom, and 
with general success, in the range of $22.50 to 
$31.50. The following statement of prices 
quoted by a prominent Fifth Avenue depart- 
ment store is additional evidence of the price 
readjustment going on in the retail field: 

Men’s suits, formerly at $75, begin this year at $48; 
shoes that were $14.50 are now $10; shirts began at 
$4 last year and start this year at $2.95; neckwear is 
priced at $1.65 that was $2.50 last year, and straw 
hats now begin at $4 instead of $5. Men’s robes now 
start at $5.50 that in 1930 began at $10, and hose that 
was formerly $2.50 is selling for $1.50. 

The Department of Commerce is authority 
for the statement that furniture prices this 
Spring are about 25 per cent lower than last 
year and 50 per cent less than in 1929, 
while the Department of Labor reports a de- 
cline of 18 per cent in retail food prices as of 
April 15. 

It is clear, therefore, that the classes of 
stores included in these reports, which are 
maintaining their dollar sales, are selling much 
more in quantity than in 1930. A considerable 
part of this increase is undoubtedly at the 
expense of other groups of retailers, but the 
success of those who vigorously seek sales at 
low prices is evidence of the large demand for 
merchandise that must be satisfied in this 
country whenever a period of under-buying 
has reduced consumers’ supplies to a mini- 
mum. It is likewise a challenge to manufac- 
turers to produce goods cheaply which many 
of them are meeting, though doubtless a good 
deal of trade during this trying period of 
transition from one cost level to another is 
at the sacrifice of profit. 

There is also evidence that goods have been 
moving out more rapidly from the consump- 
tion end of these particular channels of dis- 
tribution than they have been moving in at 
the production end. The accompanying chart 
contrasts the Federal Reserve Board’s report 
120 
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sof department store sales with the same au- 
thority’s index of stocks, and also includes an 
adjusted index of merchandise and l.c.l. car 
loadings which is another though not com- 
plete measure of the movement of goods into 
distribution. Both stocks and loadings arc 
distinctly below sales (all being based on 1923- 
25=100) and since the first of this year the 
divergence has increased greatly. Hand-to- 
mouth buying and emphasis on turnover as a 
retail store policy is doubtless here to stay, but 
the narrowness of assortments and sizes car- 
ried by many stores is a matter of frequent 
comment, and necessitates a steady replace- 
ment business that will expand into greater 
volume when confidence increases. 


Automobiles and Tires 


The automobile and tire industries have ex- 
perienced this spring a more satisfying public 
demand for their products. Automobile out- 
put is considerably under a year ago, and was 
declining seasonally in the latter part of May; 
but the month as a whole, preliminary reports 
indicate, has made the best relative showing 
thus far in 1931, and its total output has prob- 
ably been larger than April’s 336,000. Earliest 
reports of April registrations show a drop of 
26 per cent from the same month last year, 
a favorable showing in contrast with the de- 
cline of 33 per cent in March. It is believed 
that retail sales in May fell slightly below 
April, as usual, but that the comparison with 
last year will not be less favorable. There is 
testimony that many veterans’ bonus checks 
have been expended for the purchase of used 
cars, helping to lighten that load which the 
industry must constantly carry. 

Sales of tires to automobile manufacturers 
for original equipment of course can be no 
better than automobile production. But sales 
to consumers for replacement went ahead of 
1930 in March, after many months of declin- 
ing trend, and authoritative evidence is that 
they have continued larger since. 


Other Industries 


A further moderate decline in steel mill 
operations has occurred, and latest figures have 
shown the industry at 43 per cent of capacity 
compared with 47 at the beginning of the 
month. No early gains are in prospect, and 
a reduction of automotive takings in June is 
to be expected. Prices have weakened in some 
quarters and the rapid decline in scrap to pre- 
war levels is an indication of conservatism as 
to the immediate outlook. 

Building contracts awarded during May, up 
to the 22nd, fell below the same month last 
year by about the same margin as in April, 
when the total in dollars was 30 per cent less. 
Residential building continues to make. the 
best showing. An encouraging factor is the 
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large total of permits issued in April; contra- 
seasonal increases are shown by all compila- 
tions. 

Favorable news comes from the shoe in- 
dustry, whose output climbed in March to 
29,155,000 pairs, a gain of 1.8 per cent over a 
year previous, and rose further in April to 
above 30,000,000 pairs, preliminary figures. 
According to the Department of Commerce 
this gain has been held and perhaps expanded 
further during May—another indication that 
replacement demands for goods that people are 
wearing out each day cannot be deferred in- 
definitely. Wool mill activity continues to 
run ahead of 1930 for the same reason, and 
by virtue of the favor shown to wools in 
women’s wear. It is considered certain that 
cotton consumption also went ahead of last 
year in May, although some seasonal curtail- 
ment has been put into effect. Cotton mills 
have not been selling their full production 
since March, but finished goods have been 
moving freely at reduced prices, and a slight 
improvement in May sales has raised hopes 
for more active buying in June. 


Prices and Stocks of Commodities 


The commodity price decline has not yet 
been interrupted. In the four weeks ended 
May 23, the representative index compiled by 
the National Fertilizer Association, which em- 
braces wholesale prices of 476 articles, dropped 


from 72.5 to 70.7 (1926-28 = 100). The groups 
showing the greatest declines included the 
non-ferrous metals, fats and oils and other 
foods, textiles, and fuel, and among the 
important new lows made during May were 
cotton, silk, copper, lead, zinc, cattle, hogs, 
butter and cocoa. All of those mentioned, and 





many others, are back to pre-war prices, and 
in some it is necessary to go back thirty to 
forty years to find a comparable quotation. The 
wholesale index number of the Bureau of La- 
bor for April stood at 105 when adjusted to 
the base 1913 = 100, and will show a further 
decline for May. 

The following tables give data on stocks 
of the more important staples and of a few 
manufactured commodities for which figures 
are available. 

The first table includes a group in which 
seasonal variations of stocks are not of dom- 
inating importance. Comparison of latest 
stock figures in this group is made with the 
peak reached during the depression, and it 
will be seen that of the raw materials only 
rubber and lead stocks are now at their high 
point, while in others the peak has been passed 
by two to seven months, and in the case of 
crude petroleum by more than a year. In the 
manufactured articles the peak had been left 
well behind by the end of 1930. 

The second table lists those commodities in 
which an annual peak occurs in stocks, and 
in which the rate of decline from that peak 
is the important factor. In this group the 
trend of comparisons with a year ago is shown, 
by months. In every commodity with the 
exception of American cotton the latest show- 
ing is better than it was on January 1, and in 
most cases the improvement has been constant 
during the five months. 

This showing of itself does not justify price 
prophecy, by reason of the other factors, both 
general and specific, that enter into price- 
making. It does indicate, however, that the 
later stages of the decline have not generally 
been due to fresh statistical weakness, but 





TABLE 1i—Stocks of Commodities: percentage of decline from peak 


Date of Peak 


Copper (World) . 1, 1930 
Tin (World) “a . 1, 1931 
Zine (U. 8.) . 1, 1931 
Lead (U. S.) 1, 1931 
Crude Oil (U. S.) 1, 1930 
Rubber (World) 1, 1931 
Hides (U. S.) 1, 1931 
Leather (U. S.) is ay ee 
Cotton Goods (U. S. Mills) 1, 1930 

1, 

1, 

Rs 


























Women’s Hosiery (U. 8.) 1930 
Silkk Goods (U. S.) 1930 
Knitted Underwear (U. 8S.) 1930 
Newsprint (U. S. and Canada) 1930 
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1931 1931 














—29.9 
—18.8 


TABLE 2—Stocks of Commodities: percentage change from same date last 


American Cotton (World) 
Sugar (14 countries) 
Wheat (Available in U. S., Canada, Arg., Aust.).......... 
Wool (World available) 
Coffee (World visible, plus Brazil interior) 
Cement (U. 8S.) 
Bit. Coal (U. 8.) 
Gasoline (U. S.) 
Cottonseed Oil, Refined (U. S.) ... 
Silk (World) 
Tire Casings (U. 8S.) 





























Mar. 1 April1 
+23.3 +26.7 
+30.0 + 23.8 
+19.5 
—13.9 
+ 9.8 
— 3.2 
—10.9 
—12.7 
— 7.7 
+21.9 
—19.8 
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largely to distressed liquidation of old stocks, 
or to extreme hand-to-mouth buying influ- 
enced in part by stock market weakness and 
the approach of summer. The duration of a 
period of liquidation is difficult to predict, but 
when it runs its course and buying rises again 
the resultant stiffening of prices will play a 
most helpful part in business recovery. 


Effects of Low Prices 


Evidence of the extent to which lower prices 
are now accomplishing curtailment of produc- 
tion, in addition to that previously reported, 
is scattered but tangible in character. The 
rate of decline in rubber output, which has 
been very gradual, is speeding up. Tin produc- 
ers have agreed to additional curtailment of 
15.9 per cent, and beginning with May mem- 
bers of the International Lead Association re- 
duced their quotas 15 per cent under 1930. In 
the Joplin district shut-downs of lead and zinc 
mines have been numerous. Two copper com- 
panies have announced suspension of opera- 
tions, one indefinitely and one for six weeks. 
In agriculture reduction of output still lies in 
the future, and figures at this time of year 
are tentative. The Japanese Spring silk co- 
coon crop is estimated to be 5 to 8 per cent 
smaller, and a greater cut in the Summer crop 
is looked for. Some of the estimated acreage 
reductions in major cash crops, to which, of 
course, certain offsetting increases could be 
cited, are as follows: Pisasinie 
Acreage 
Reduction 
U. S., Spring wheat 
U. S., durum wheat 
Canada, Spring wheat 
Australia, wheat 
Argentina, wheat 
U. S., cotton 
U. S., sugar beets 


Europe (except Russia), sugar beets 
U. S., corn, peas, tomatoes for canning 























The other orthodox effect of low prices is 
the stimulation of consumption. For obvious 
reasons the gains shown so far this year, com- 
pared with 1930, have not been numerous, but 
the use of wool, silk and rayon, and of certain 
foodstuffs, including meats and coffee, has 
been larger during all or part of 1931 to date 
Cotton and leather apparently can now be 
added to the list. 

Producers of many raw materials have made 
good progress in getting costs down, and the 
mining companies have been leaders in this 
respect. The costs of growing this season’s 
crops in the United States will be the lowest 
in many years, provided satisfactory yields are 
had. The Department of Agriculture com- 
ments on the many evidences of economy in 
the use of hired labor and in every item that 
involves cash outlay, and wages on the farms 
are off about 20 per cent from last Spring. In- 
creased attention to home production of gar- 


den foods, poultry and milk, and of feeds, is 
reported from many states, and adversity is 
speeding up this desirable live-at-home pro- 
gram as prosperity never could. 


Money and Banking 





The campaign on the part of the Federal 
reserve banks to ease the money market has 
been pressed with continued vigor during the 
past month. Following two reductions of % 
of one per cent in April, Reserve banks made 
three more reductions of a similar amount 
during May in their purchase rates for bank- 
ers’ acceptances, establishing their quotations 
at the record low level of 1 per cent for en- 
dorsed bills of maturities up to 90 days. At 
the same time discount rates were also cut 
throughout the Federal reserve system. At 
New York a reduction of the rate from 2 to 
1% per cent on May 8 set a new low mark 
for modern central banks, while changes were 
made at other Federal reserve institutions as 
indicated by the following table: 

Boston May 7,1931 From 2% to 
Philadelphia cccccccssssseeeneeeeMay 7,1981 “ 3% “ 
Dallas ....... - May 8, 1931 3% 
Cleveland  ccccmecesseresrserssrereeees May 9, 1931 3 
Chicago May 9,1931 3 
St. Louis May 9,1931 3 
Richmond May 15, 1931 4g 

3 


Kansas City 
San Francisco May 22, 1931 3 

















These moves on the part of the Reserve 
banks to cheapen money had a far reaching 
effect upon the credit structure of the country. 
Money rates, already at the lowest levels in 
many years, dropped to still lower figures. 
Acceptance dealers, falling into line with the 
new rates quoted by the Reserve banks, re- 
duced their quotations to 1 per cent bid, 7% per 
cent asked for unendorsed maturities up to 90 
days, new low levels in the history of the 
American bill market. Prime open market 
commercial paper declined from a range of 
2%4-2%4 to 2 per cent, while Stock Exchange 
time loans went to 1-1%, against 1%4-2 a 
month earlier. Call loans ruled generally 
at 1% per cent, with occasional drops to 1 per 
cent on the Exchange and % of 1 per cent in 
the “outside” market. 

As money market rates of interest have 
come down it was inevitable that rates of in- 
terest paid on bank deposits should undergo 
readjustment. On May 5 the New York 
Clearing House took action to reduce rates 
which its members may pay by ¥% of 1 per 
cent, making the new rates ¥% of 1 per cent 
on demand deposits payable to banks and in- 
dividuals (except mutual savings banks for 
which the rate is 1 per cent), and 1 per cent 
on time deposits, these rates marking the low- 
est ever fixed by the Clearing House Associa- 
tion. Similarly, the movement towards lower 
deposit rates spread to many interior cities 
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where banks are finding themselves facing 
equal difficulty in employing funds at re- 
munerative rates. 


Foreign deposits at New York sustained a 
slash in rates, and henceforward will draw 
only % of 1 per cent for commercial demand 
funds, 1 per cent for demand funds of cen- 
tral banks and governments, and 1% per cent 
for time deposits. Previously the rates have 
been 1, 1, and 2, respectively. 


Still further evidence of the pressure of idle 
funds appeared in the action of a number of 
large New York City banks in cutting interest 
rates on thrift deposits, though this has not 
yet become general. 


All of which is indicative of the fact that 
the influence of cheap money is gradually 
spreading and supplying an increasing in- 
centive for capital to overcome its timidity 
and seek more active employment in indus- 
try and trade. 


Influences Determining Federal Reserve Policy 


Such may be presumed to be the purpose 
of Federal reserve policy. By supplementing 
the natural forces that make for cheap and 
abundant money in a time of depression the 
Reserve banks are merely doing what they 
can to stimulate business revival. It is recog- 
nized, of course, that cheap money alone will 
not bring the desired results. Certain mal- 
adjustments which creep into the economic 
system during long periods of prosperity have 
got to be ironed out before equilibrium is re- 
stored and business is once more in position to 
go ahead. Cheap money, however, is one of 
the conditions indispensable for recovery, and. 
while the time element is a factor, its in- 
fluence should operate to hasten the return to 
normal. 


Historically, this influence has been found 
to exert itself principally through the bond 
market. So far as the average merchant is 
concerned, the mere existence of a plentiful 
supply of funds is not enough to encourage 
him to borrow and stock his shelves with 
goods until he can see a market for his goods. 
It is different, however, with the corpora- 
tion which borrows through the bond mar- 
ket to promote long time improvements 
Here a principal incentive will often lie 
in the low costs of material and labor to 
be found in time of depression. Moreover, 
many corporations are willing to go ahead with 
improvements even in the face of a current un- 
favorable rate of operations, realizing that 
with a return of business to normal the added 
capacity will be utilized. In other words, even 
times of depression are likely to provide op- 
portunities for the employment of capital if it 
can be obtained on advantageous terms. 


The difficulty, however, lies in the excessive 
conservatism of capital at such times, which 
causes it to shun all but the most liquid in- 
vestments and pile up in the short term mar- 
kets. Some inducement is necessary to coax 
capital to assume greater risks, and one 
way this can be done is to make its employ- 
ment in the short term markets increasingly 
unattractive. While this would come about 
naturally in time as a result of continued ac- 
cumulation of funds and consequent pressure 
upon the interest rates, any action which the 
banking authorities can take to speed up the 
process and divert a larger flow of funds to 
the bond market has in it the possibilities of 
encouraging business revival. And _ herein 
would appear to be the explanation of Federal 
reserve activities. 


Up to the present time the effect on the 
bond market of declining interest rates has 
been confined largely to United States Gov- 
ernment and other gilt edge securities. With 
the sharp rise in these issues, and consequent 
diminution in yield, the next step should be 
an improvement in the so-called second grade 
bonds, which constitute the bulk of the bond 
list and the main channel for the flow of in- 
vestment funds into industry. Such bonds, 
however, cannot be judged from the stand- 
point of interest rate alone. Since these se- 
curities involve some varying element of risk, 
the improvement needed in this group to pro- 
vide a market for any important volume of 
new financing is dependent to a degree upon 
the general state of business confidence. 
Hence, it is uncertain precisely how soon the 
traditional effects of cheap money will become 
manifest. 


Fundamental Basis of Cheap Money 


Notwithstanding the influence exerted by 
the Reserve banks in reducing money rates it 
should not be assumed that these banks have 
acted arbitrarily in this respect. The coun- 
try is in the midst of a severe business 
depression, and there is relatively little de- 
mand for money for either speculative or 
business purposes. Collateral loans of the 
weekly reporting member banks have been 
declining almost continuously over the past 
year, and are now approximately $1,000,000,- 
000 lower than just before the stock market 
break in October, 1929, while loans placed by 
corporations and private lenders with brokers 
through the agency of the New York banks 
have fallen from a peak of approximately $4,- 
000,000,000 in October, 1929, to the negligible 
total of $152,000,000 in May of 1931. At the 
same time bank loans other than those on 
collateral have likewise been steadily declin- 
ing, and are at the lowest levels since 1924. 


[While it is true that the total volume 
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bank credit outstanding has not decreased, 
this is only because the banks have offset de- 
creasing loans by large increases in their hold- 
ings of investments, particularly United States 
Government securitie 

Moreover, gold has been coming into this 
country in a continuous tide, amounting to 
$181,563,000 net excess of imports over ex- 
ports since January 1 this year, and $459,363,- 
000 since January 1, 1930. It comes in settle- 
ment of large credit balances running in our 
favor in the international balance of payments, 
and the fact that these shipments continue 
in the face of the already existing maldistribu- 
tion of the world’s gold supplies is one symp- 
tom of the disordered state of international 
trade relations. 

Anything which tends to check the con- 
tinued absorption of gold by the United States 
is in the interest of all, and one of the time 
honored methods for regulating such move- 
ments is through use of the money rate. By 
making money excessively cheap in this mar- 
ket, the tendency is to make this a relatively 
unattractive market for short term funds, and 
to induce a certain portion at least of the 
world’s floating supply of uninvested capital 
to seek higher markets, notably London. 

While it is doubtful that such measures 
can be successful in checking the gold inflow 
altogether, since, in the case of many coun- 
tries,—those of South America, for example,— 
the shipments have nothing to do with money 
rates, but reflect the need for making pay- 
ments on foreign debts, nevertheless there is 
no question but that they have been successful 
in limiting the movement to a degree. In 
April an incipient gold movement from 
France, amounting to $19,100,000 and threat- 
ening to reach much larger proportions, was 
halted by the prompt action of the Reserve 
banks in cheapening money. Moreover, there 
are indications that the low money rates in 
this market have induced a substantial out- 
flow of funds to Europe, and on May 15 
the Bank of England was able to announce 
a reduction in its discount rate from 3 to 24% 
per cent, with a reduction from 2% to 2, by 
the Bank of Netherlands following shortly 
after. Following is a table which compares 
money rates prevailing in this market and 
Europe and indicates the differentials in favor 
of the lender existing in the latter: 


Money Rates in New York and Abroad 


Official Bill Rate Commercial 
Rediscount (Private Deposits 
Rate Rediscount) Demand Time 
NOW YOrkK ccccccooee 1% h ww 1% 
2a 1 2 
1%-1% 1 1% 
45% 3 4 


In considering the question of Reserve bank 
policy it is important to remember that under 


the mechanism of the Federal reserve system 
the effect of liquidation upon money rates is 
not so direct and automatic as it used to be 
under the old banking system. At that time 
there was no cushion of Reserve bank credit 
between the member banks and the money 
market. Hence, in periods of liquidation or 
gold inflow, such as the present, funds released 
from industry or imported from abroad could 
do nothing but accumulate in the banks where 
they found immediate reflection in a sharp 
lowering of interest rates. Under the Federal 
reserve system, on the other hand, the opera- 
tion is quite different. As funds are released 
from industry, or gold is imported, the tend- 
ency is for these funds to be absorbed first in 
a reduction of Federal reserve credit. Unless, 
therefore, the Reserve banks take definite 
steps to ease money at such times, performing 
consciously a function which the old banking 
system did automatically, the effect is to keep 
money unjustifiably tight and prolong the 
period of deflation. By recognizing the logic 
of the situation and taking the lead in the re- 
duction of rates, the Reserve banks have only 
done voluntarily what sooner or later they 
would have been forced to do under pres- 
sure of accumulating funds. 


The Bond Market 


We have already referred to the highly se- 
lective character of the bond market. Gilt 
edge issues alone have been in demand, with 
United States Government and other high 
grade State and municipal bonds leading. 
United States Government loans reached new 
high levels during the month at prices yield- 
ing under 3% per cent return to the investor, 
while the condition of the municipal market 
was reflected by the sale by the City of New 
York of an issue of $52,000,000 four-year 3 per 
cent corporate stock to a syndicate of bankers 
at a net cost to the City of 2.997 per cent, the 
lowest rate since the incorporation in 1898 of 
the five boroughs into the Greater City of New 
York. The bonds were subsequently reoffered 
to the public on a 2.87 per cent basis, and 
promptly oversubscribed. High-grade public 
utility and underlying railroad bonds were 
also strong during the month. 


In contrast with the strength in the gilt 
edge department was decided weakness in so- 
called second grade domestic bonds and in 
many foreign issues. Factors in this selling 
have been uncertainty over the business out- 
look, unfavorable reports of corporation earn- 
ings, and political unsettlement and financial 
difficulties in many foreign countries. As in 
every period of market weakness, forced sell- 
ing has undoubtedly contributed to the un- 
settlement of prices and depressed many issues 
below intrinsic values. 








Unquestionably there has been a good deal 
of hysteria in connection with the bond mar- 
ket, and there is evidence that a good many 
investors are sacrificing their securities need- 
lessly, with results which are unfortunate not 
only to bondholders themselves but to busi- 
ness which is dependent upon the bond market 
as an aid to recovery. While it is true that the 
severity of the world depression has increased 
the number of bonds which have been obliged 
to default, or about which some question may 
be raised, this is no justification for indiscrim- 
inate liquidation. While panicky investors are 
throwing their holdings overboard, other and 
more astute buyers are taking the opportunity 
to pick up many sound issues at what in the 
long run will undoubtedly prove to be bargain 
prices. 

In this connection it is interesting to learn 
from the Department of Commerce that, ac- 
cording to information they have compiled, 
foreign investors last year took advantage of 
the prices prevailing in this market to buy 
back approximately $500,000,000 of their se- 
curities originally sold here, thus demonstrat- 
ing their faith in their own securities at a time 
when American investors were inclined to re- 
gard them with disfavor. While the larger 
part of these securities represented European 
issues, there was some buying of the sounder 
securities of other nationalities as well. 

Reflecting the weakness in outstanding 
bonds, the volume of new security offerings 
amounted to but $330,068,000 for the month 
through the 28th, compared with $590,000,000 
in April and $699,000,000 in March. Principal 
issues included the $52,000,000 City of New 
York 3 per cent corporate stock, $60,000,000 
Consolidated Gas Co. of New York 4%s, $19,- 
337,000 City of Detroit 4-4%4s, $18,000,000 Con- 
solidated Gas, Electric Light & Power Co. 4s, 
also $31,050,000 preferred stock of the Public 
Service Electric & Gas Co. 

As in previous months, a strong demand was 
manifest for the primest issues. For the first 
five months of the year new offerings aggre- 
gating $2,494,000,000 were the smallest for the 
period since 1923, and decreased 43 per cent 
from the total in the corresponding period of 
last year. 


International Conferences 





The month of May just past has been one of 
international meetings and conferences of 
more than ordinary importance, including an- 
nual meetings of the International Chamber 
of Commerce at Washington, stockholders of 
the Bank for International Settlements at 
Basle, first meeting of the European Union 
Commission, at Geneva, under the auspices of 
the League of Nations, semi-annual meeting 
of the Council of the League of Nations at 
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Geneva, and a world wheat conference in Lon- 
don, the latter following two earlier confer- 
ences on the same subject in which only Euro- 
pean countries were represented. 


All together, these gatherings have been 
impressive as showing beyond question that 
all nations recognize a community of interest 
in economic affairs and have more inclination 
to counsel and plan together regarding such 
relations than in the past. 

M. Georges Theunis, the distinguished citi- 
zen of Belgium who presided over the session 
of the International Chamber of Commerce at 
Washington, in his first public statement on 
arrival, said: 

I have always been convinced that the inter-de- 
pendence of peoples is the real basis of world econ- 
omy. One cannot repeat this too often. 

Today the general crisis shows once more that the 
misfortunes of one nation never make for the hap- 
piness of others and that, on the contrary, a nation 
cannot be affected in its economic development with- 


out definitely affecting the development of others 
with unfortunate results, 


Some uncertainty had been expressed as to 
whether Soviet Russia would send delegates 
to participate in the effort to form a European 
economic union as proposed by M. Briand, but 
M. Litvinoff appeared and perpetrated a sur- 
prise by proposing a declaration not ouly 
against war, but against economic aggression. 

He accompanied his proposal with a speech 
in which he alleged that the economic situation 
was due to the war and the aggressive trade 
policies of the capitalist countries. The trade 
policies of the so-called capitalist countries, 
except as effected by legislation, are the poli- 
cies of private traders. It is not the policy of 
countries in which industry and trade are free 
to control the activities of their citizens either 
in domestic or foreign trade, nor can they do 
so without a radical departure from their prin- 
ciples of Government. They never have be- 
lieved it to be in the interest of industrial or 
social progress to do so. However, M. Litvin- 
off’s proposal was received as indicating a dis- 
position on the part of Russia to cooperate for 
the stabilization of conditions, at least upon 
some terms and apparently contributed ma- 
terially to the harmonious spirit which per- 
vaded the sessions of the new body. 


The German-Austrian Customs Union 


The greatest achievement the League of 
Nations has to its credit is that of obtaining 
the consent of the parties most intimately con- 
cerned to a reference of the legality of the pro- 
posed customs alliance between Germany and 
Austria to the World Court at The Hague. 
France and Czechoslovakia have strenuously 
objected to the completion of the pact, on the 
ground that under her treaty agreements Aus- 
tria is prohibited from making any engage- 
ments of a nature compromising her inde- 
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pendence, without the consent of the Council 
of the League. The two countries, with sup- 
port from others, have contended that the 
customs union, involving as it does the neces- 
sity for joint tariff legislation, and joint com- 
mercial treaties with other countries, would 
impair independence and probably lead to 
political union. Germany and Austria have 
maintained the contrary, but have agreed to 
take no further steps toward the consumma- 
tion of the plan until the World Court has 
given an advisory opinion to the League Coun- 
cil and the latter has taken action upon it. It 
is believed that this assures an amicable set- 
tlement of a grave situation. 


However, the action of the German Govern- 
ment in thus accepting the reference and de- 
ferring action is one more controversial issue 
in the politics of Germany. The present Ger- 
man Government, like that headed by the late 
Dr. Gustav Stresemann, accepts the League 
of Nations as a necessary part of the political 
organization of Europe. It believes that the 
League should be maintained and that Ger- 
many should maintain membership in it and 
cooperate in its efforts for the amicable ad- 
justment of political and economic disagree- 
ments. Germany, however, is a _ republic, 
authority is from the people, and the political 
situation is very much confused. The indus- 
trial depression is producing another deficit in 
the budget, also a deficit in the operation of 
the state railways, which are charged with an 
important part of the reparation payments. 
With it all there is much unemployment, and 
the government evidently has a difficult situ- 
ation with which to deal. If by a combination 
of opposing forces it should be turned out of 
power of course the country’s international 
policies might be more or less changed. Under 
the circumstances the nations which have 
claims on Germany may well give sympathetic 
consideration to the difficulties with which 
the Government of that country is struggling. 


At last, the peaceful emergence of Europe 
from the complex continental situation result- 
ing from the war depends upon the attitude 
of the masses of the people in Germany, 
France and the other countries closely in- 
volved. The entrance of Germany into the 
League, the making of the Locarno treaties 
and the growth of friendly cooperation be- 
tween Germany and France were largely ac- 
complished through the friendly collaboration 
of Stresemann and Briand, the ministers of 
foreign affairs in the two countries. Dr. Stre- 
semann died, but his successor, Dr. Curtius, 
has maintained his same policies, except that 
the Customs Union agreement was a surprise 
to the League, and has aroused so much hos- 
tility in France as to affect the political stand- 


‘ing of M. Briand, whose policy of conciliation 
is now alleged to have encouraged Germany 
to attempt the absorption of Austria. The 
opposition of France arouses counter-agitation 
in Germany. It is hoped that with the refer- 
ence of the question to the World Court both 
sides will recognize the importance of main- 
taining the authority of the League and the 
Court. 


The European Union Commission 


The Briand proposal offered at the League 
meeting one year ago, interpreted as propos- 
ing in general terms a reduction of tariffs and 
closer trade relations between the countries 
of Europe, has developed into a very elaborate 
scheme of economic cooperation. The Euro- 
pean Union Commission is the skeleton organ- 
ization formed last year to cooperate with the 
distinguished proponent of the idea when he 
had developed a more definite plan, and this 
body seems to have shown considerable en- 
thusiasm over the recommendations submit- 
ted. This plan is described as proposing an 
extensive system of committees and subcom- 
mittees to study a great many subjects just 
now of pressing importance and report in- 
formation and recommendations to the Com- 
mission. Theoretically the purpose is admir- 
able, but confronts the difficulties which have 
defeated the efforts of the several economic 
conferences which have been held in recent 
years. 


Of course, the traders of the world are work- 
ing upon distribution all the time, and are 
experts at it, but they are hampered by the 
obstructions that are deliberately placed in 
their way by governments for the purpose of 
fostering production within given countries. 
The war itself gave a great stimulus to pro- 
duction in certain lines, and since the war the 
new nations have sought to protect their in- 
dustries and promote further development. The 
intensification of competition has strength- 
ened the policy of protecting domestic indus- 
tries, and thus increased the aggregate of pro- 
duction. Now the European Union Commis- 
sion, as a body related to the League will 
attempt definite negotiations for the improve- 
ment of trade relations. 


Apparently the plan goes beyond the mere 
removal of obstacles to trade, and includes 
some degree of regulation of production. It 
is said to include recognition and extension of 
the cartel system, which already has consider- 
able development in Europe, as a means of 
bringing production under control, and of 
modifying excessive competition. The reports 
are not full enough to justify conclusions or 
comment, 





The Bank for International Settlements 


The annual meeting of the stockholders of 
the Bank for International Settlements at 
Basle brought together leading officials of 
twenty-four central banks. The Bank’s first 
annual report of operations was accepted as 
showing that the institution was developing 
useful functions and would make a permanent 
place for itself. Reports that it was preparing 
to adopt a new policy regarding long term or 
intermediate credits proved to be erroneous, 
such proposals failing to receive the approval 
of the Board. The information which comes 
from the meeting is that while these bankers 
would be glad to see the great supply of short 
term funds converted into long term loans for 
industrial purposes, they adhere to the ortho- 
dox view that this is not the function of com- 
mercial banks and still less that of Central 
banks. Their views as reported are that funds 
should come from the investing public, or, in 
other words, from the actual owners of the 
available funds, rather than from banks, who 
are holders subject to demands for prompt 
payment. 


Moreover, it is evident that the central 
bankers do not agree that the world crisis is 
due to a lack of credit facilities, but rather 
has resulted from an over-free employment of 
credit for many purposes, and that the im- 
portant thing now is a readjustment of price 
relations which will lead to trade revival and 
a general increase of consumption. 


The International Chamber of Commerce 


The meeting of the International Chamber 
of Commerce in Washington was a notable 
event, bringing delegates numbering over 400 
from Chambers of Commerce all over the 
world. It was the occasion for many well con- 
sidered papers upon different subjects related 
to trade and intercourse and much animated 
discussion. The resolutions related to no less 
than forty-three subjects, and are too lengthy 
even to be listed here. Inevitably the resolu- 
tions of such a body represent a middle-ground 
of opinion where a division of opinion exists. 


Upon the subject of international obligations 
between governments they declare that “their 
integrity is fundamental to the maintenance of 
international credit and to the expansion of 
commerce and industry, but that the observ- 
ance of this principle is not inconsistent with 
an impartial examination of the effects of these 
obligations on international trade, if war- 
ranted by changed economic conditions.” They 
affirm that national and international trade 
should be encouraged by the removal of every 
possible obstacle, and that private initiative 
and private operations of business enterprise 
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constitute the most effective instrument to 
insure the progress of industry and increase 
general prosperity. 


The London Wheat Conference 


The London world wheat conference held 
last month had little possibility of any prac- 
tical results from the beginning. The obvious 
fact is that the war caused a great expansion 
of wheat acreage outside of Europe, which is 
still maintained, because new lands have been 
brought under cultivation, expenditures made 
upon them and they are not readily available 
for other crops. Now that Europe, including 
Russia, has come back to pre-war production 
supplies are in excess of needs, as evidenced 
by a large accumulation of stocks in existence 
now, with a new crop nearly ready for harvest. 


The conference was confined to wheat- 
exporting countries, and the scheme of price- 
regulation generally favored was the quota 
system, i.e., that an export quota should be 
agreed upon for each country. The United 
States Farm Board was represented by one of 
its members, Ex-Governor S. R. McKelvie, who 
frankly stated that he did not have authority 
to enter this country into any quota system. 
Trading in wheat is free in the United States 
and there are no restrictions upon exports. The 
Constitution of the United States forbids any 
tax upon exports, and it would be a violent 
change of policy for this Government to re- 
strict exports. The United States delegate 
could give no assurance that it would be done. 
He gave it as the opinion of himself and col- 
leagues that the only remedy for the low price 
of wheat was in reduced production. Inas- 
much as anxiety was manifested as to the 
policy of the Federal Farm Board regarding 
the disposition of the wheat under its owner- 
ship, Governor McKelvie stated that the policy 
of the Board was not to dispose of it at the 
present price level. 


The most important announcement of the 
Conference was by the Russian delegation 
that it was willing to enter into a quota agree- 
ment, but that its quota must be as large 


relatively as its pre-war share of world 
exports. 


As indicating the changes which have oc- 
curred in the production and exports of the - 
principal countries in the wheat trade since 
the five-year period preceding the war we give 
the following tables. The first one shows the 
average production yearly in the five years 
ended June 30, 1909-13 and separately for the 
last three years, to which are added figures 
for all other countries, totals for the world, 
the carry-over at the beginning of each 
period, and the total world supply for the 
period, as indicated on the next page. 
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WORLD WHEAT PRODUCTION 
(in Millions of Bushels) 
Average 
1909-13 1928-29 
CAMAda cee 197 567 
United States 44H... 6:90 915 
Argentina ............ 147 849 
Australia ..—=—— 90 160 
Danube Basin 330 369 
Rela) * icicenees TED 795 


Export Countries._. 2,218 3,155 
All Other ..-—- 1,587 1,616 


Total World* 8,800 4,771 
Carry-Over 200f 418 


World Supply of 
Wheat... 4,000 6,189 


* Excluding China 
t+ Rough estimate 


INTERNATIONAL TRADE IN WHEAT 
In Millions of Bushels 


(Year ended June 30) 


Exports: 
(Official reports) 


Shipments: 
(Trade reports) 
1931 


10 Mos. 


Average 
1910-14 1929 1930 


ae, | Pan ——, a 
Ac- Per Ac- Per Ac- Per Ac- Per 


tual Cent tual Cent tual Cent tual Cent 
Canada._ 94 15.3 423 44.3 184 29.6 219 34.9 
U. 8S. 107 17.4 164 17.2 153 24.6 109 17.4 
Argentina. 85 13.7 227 «23.8 161 25.9 84 13.4 
Australia... 50 8.1 108 11.8 62 10.0 115 18.8 
Dan. Bsn.* 115 18.7 838 «38.5 65 8.9 18¢ 2.1 
Russia ..165 26.8 _ _— 6 1.0 87 18.9 


616 100.0 955 100.0 621 100.0 627 100.0 


*Hungary, Jugoslavia, Roumania and Bulgaria 
tBlack Sea Shipments only. 


In the five year period preceding the war 
Russia and the Danube countries supplied 
about 45 per cent of the wheat entering inter- 
national trade, and the aggregate exportation 
of the countries included in the table was 
about 616,000,000 bushels. Following the war 
exports from Russia and the Danubian coun- 
tries almost disappeared, nevertheless, the 
aggregate of exports from the group named 
above increased to 700,000,000 bushels in 1923, 
761,000,000 in 1926 and 955,000,000 in 1929. 
Russia exported about 25,000,000 bushels in 
1923 and 27,000,000 bushels in 1926, but in 
other years has been almost a negligible fac- 
tor. The Danubian States exported 42,000,000 
in 1926, 33,000,000 in 1929, and 55,000,000 in 
1930. Russia has come back formidably in the 
current year. 

Total exports were largest in the crop year 
1928-1929, when large stocks were accumu- 
lated in importing countries. In 1930 the 
movement fell below the pre-war average, 
partly on account of the holding policies of the 
Canadian pool and United States Farm Board 
and partly because of good crops and accu- 
mulated stocks in Europe with higher tariffs 
against foreign grain. 


The table indicates the readjustments that 
would be necessary to enable Russia and the 
Danube basin to resume their pre-war position 
in the world wheat trade. Canada has taken 
the premier position and both Argentina and 
Australia have increased their supplies to an 
important extent. The exports of Canada de- 
clined heavily in 1930, partly because of a 
smaller crop but also because of the holding 
policy already referred to. Argentina’s ship- 
ments in the current year have been affected 
by a short crop last year. 

It is evident that during the period of the 
war and years following the expansion of 
wheat-growing outside of Europe was suffi- 
cient to care for world demands with little or 
no exports from Russia or the Danube region. 
Neither Canada, Australia nor Argentina are 
ready to think of abandoning their increased 
acreage. They have opened farms, built rail- 
roads and cities, and borrowed money in the 
expectation of increasing wheat production. 

The wheat exports of the United States 
have not increased largely in volume or per- 
centage of the total. However, the exports 
of this country would have been larger both 
in 1930 and 1931, but for the control of the 
Federal Farm Board over the price in this 
country. 

Although the United States is said to have 
been criticised at the London Conference for 
not falling in with the proposal for a fixed 
quota upon exports, it is difficult to see that 
any good would come from such a system 
without curtailment of production. With 
Russia insisting upon her pre-war share of 
the world’s trade, apparently the quotas of 
Canada, Argentina and Australia would have 
to be severely reduced and perhaps this coun- 
try’s to some extent. 

Beyond the Russian declaration the Lon- 
don Conference does not appear to have given 
any consideration to how the quotas might be 
fixed, although all of the countries represented 
are more vitally affected than this country 
by the Russian demand. 

Last year’s crop in Russia was made under 
very favorable conditions and many persons in 
the wheat trade doubt that it is a fair criterion 
of what the country can do from year to year. 
According to Soviet Government reports the 
acreage this year is larger than last and pros- 
pects are for a larger crop, but there are 
skeptics on the subject. In view of these con- 
flicting opinions it seems improbable that any 
international agreement upon wheat produc- 
tion or exports can be reached. 

Available figures for existing stocks of 
wheat in the United States, Canada, Argentina 
and Australia, collected by the United States 
Department of Agriculture, indicate that the 
carryover in these four countries on June 30, 
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1931, will be over 600,000,000 bushels, against 
496,000,000 on June 30, 1930, and 530,000,000 
on June 30, 1929, In comparison with earlier 
years these are very large stocks, and sug- 
gest that regardless of any controversy over 
arbitrary export quotas, it is sound policy for 
farmers who can produce any other crop ad- 
vantageously to curtail wheat acreage. Evi- 


dently somebody must do it to restore the 
industry to a proper basis. 


Economics In Politics 





The broad question in social organization is 
that between giving authority to a few or 
freedom to the many. Throughout the past 
the struggles of the common man have been 
for individual freedom, to get himself de- 
tached from overlords, at liberty to control 
his own labor and the proceeds thereof, and 
to obtain political equality. These demands 
have won their way in the development of the 
existing economic and political systems. Free- 
dom of action for the individual is the gov- 
erning principle in both. The right of private 
property follows upon the right to labor for 
the laborer’s own benefit. The economic sys- 
tem which has grown up on this basis is a 
free, voluntary system with everybody at 
liberty to offer any kind of service to the 
public and make the best bargain he can upon 
its value in exchange for the products of 
others. In fact, there is no system or organ- 
ization except in the sense that individuals 
and groups find it mutually advantageous to 
cooperate. There is no organization with 
an authority which gives general control 
over industry and trade, and our public 
policy always has been to permit none. In 
discussing the responsibilities of the business 
organization it is important to bear in mind 
the simplicity of the organization and the 
absence of centralized control. 


And yet this voluntary organization, with- 
out direction from above, but by the free initi- 
ative of its millions of members, has developed 
a vast and complex system of production and 
trade. Millions of minds have been studying 
the methods of production, the development 
of new goods and services, and the gains to be 
made by exchanging products and services, 
with the result that constant progress has 
been made in the development of all the indus- 
tries, including means of communication and 
transportation. Thus not only has the aggre- 
gate production of useful goods enormously 
increased, but trade has brought together in 
the markets of the world the products of all 
regions, climates and peoples, and effected a 
great rise in the standard of living. Moreover, 
this progress has been more rapid in recent 
years than ever before, so rapid indeed that 
complaint is made of its disturbing effects. 
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People find it inconvenient to adapt thein- 
selves to changes, and have a _ grievance 
against an order which favors changes, even 
though these results serve the general welfare. 
The standard of living evidently is determined 
by the increasing productivity of the indus- 
tries per worker, which increases the supply 
of all comforts per head of the population, and 
this is accomplished, not by more intense 
labor or longer hours of labor, but by more 
effective organization and the employment of 
capital in various forms of equipment which 
make industry more productive. The effi- 
ciency of the industries and of the agencies 
which facilitate trade never have been so high 
as in recent years or the general standard of 
living so high. 


Freedom and Interdependence 


Against these achievements we have the 
criticism, which may be summed up in allega- 
tions that the gains of increasing productivity 
are not equitably distributed, and that the or- 
ganization is unstable, not under proper con- 
trol and direction, as evidenced by periods of 
industrial depression, unemployment and re- 
sulting hardships. 


It is evident that in a free society some de- 
gree of confusion and irregularity is bound to 
occur. Moreover, the more complex latter day 
organization of society in industry, trade and 
finance, with vastly increased production, 
larger trade areas, the use of credit as a means 
of facilitating the distribution and employ- 
ment of capital, has introduced into business 
some elements of uncertainty which were not 
present in a primitive society. The latter had 
its own uncertainties. There are advantages 
and disadvantages in both independence and 
interdependence, but it is an obvious fact that 
in our time there has been a greater exchange 
of services and therefore greater interdepen- 
dence than formerly. Furthermore, this is not 
going to change. We are not going back to 
primitive methods, simply because they would 
not support the present population in the com- 
fort to which it is accustomed. 

It is fundamental to the success of any or- 
ganization that all parts of it shall be in bal- 
ance and work together for the common pur- 
pose. This is true of a ball team or a business 
organization and of modern industrial society. 
Wherever the business organization is said to 
have broken down it has been for lack of 
proper relations between its parts, due mainly 
to lack of understanding. That weakness can 
be remedied only by greater cooperation, but 
it is a familiar fact that people do not cooper- 
ate very readily. They do not agree very 
readily, as is evident by the internal conflicts 
which embarrass every kind of an organiza- 
tion. No central authority could be estah- 
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lished wise enough to regulate all relations or 
keep industry always in balance, and any plan 
to that end would have to provide for the 
suppression of individual initiative and liberty, 
something not to be thought of, either as 
desirable or possibly successful. The ultimate 
conclusion is that people cannot be compelled 
to cooperate; they have to learn that it is to 
their advantage to do so. They learn how to 
get along together by being allowed to do so 
in their own way. Freedom is a condition of 
both intellectual and economic progress. 

The basic truth is that no individual indus- 
try or industrial group can prosper by itself 
or solely by means of its own efforts. Other 
industries must prosper in order that each may 
sell its products. The industries and groups 
are mutually supporting. It is impossible to 
sell goods to people who have no products or 
‘services of their own for sale, or to sell to 
them in excess of the purchasing power which 
they derive from their own sales. All together 
constitute a system for supplying each other’s 
wants. 

The Economic Equilibrium 


This is the theory of the economic equili- 
brium. There is more to it than the idea that 
production and consumptiun must be balanced 
in the case of a single commodity. Such a 
balance may be had with a very low volume 
of business simply by reducing production to 
conform to consumption, but for the full re- 
sults of which the organization is capable it is 
necessary to have the general equilibrium 
which enables all kinds of commodities and 
services to exchange freely and in tke normal 
price relations which exist when production is 
fairly balanced. The world never has seen 
a limit to the volume of business when prod- 
ucts and services were offered on the markets 
under such conditions. 

Dr. Thomas N. Carver, of the Department 
of Economics, Harvard University, made an 
address in New Haven, on April 25 last, under 
the title “Occupational Balance,” in which re- 
ferring to Professor Alfred Marshall of Cam- 
bridge University, England, from 1885 to 1908. 
and one of the eminent economists of his time. 
he said: 


Alfred Marshall’s most significant contribution to 
economic thought was his great emphasis upon the 
concept of the equilibrium of economic forces. Before 
his time it was difficult for students of economics to 
get away from the idea that everything had to be 
based on something. Value had to be based on cost, 
wages on the standard of living, interest on abstin- 
ence, etc., etc. They were in the intellectual stage 
of those who used to think that the north had to 
rest on something—a rock, for instance, and that on 
another rock, and that it was rock all the way down. 
Since Marshall it has become generally accepted that 
value, wages, interest, etc., are determined by an 
equilibrium of the forces which control and determine 
the supply of and the demand for commodities, labor, 
capital, etc. 

With this as a general background, one might 
assume that proposals for such economic or social 


changes as are desired would at least consider the 
problem of balance, and would try to make the desired 
change by introducing into the milieu of factors and 
forces, some new factor or factors which would so 
change the equilibrium as to produce a movement in 
the desired direction. Unfortunately, such is not 
the case. Too frequent government fiat is invoked, 
or an attempt is made to force the desired change by 
direct authority rather than by changing the balance 
and leaving the result to the automatic operation of 
economic forces. More frequently, however, the 
attempt is made to change the existing equilibrium 
without adequate knowledge of the factors and forces 
with which we are playing. : 

Professor O. M. W. Sprague, formerly Pro- 
fessor of Money and Banking, Harvard Uni- 
versity, now of the staff of the Bank of Eng- 
land, was a speaker last month before the 
English Speaking Union in London. Discuss- 
ing present economic conditions he is reported 
as saying, in part: 


One schoo! of thinkers, who exhibit great variety 
amo! themselves, might be styled the monetary 
school. The rest might be grouped under the heading 
of industrial or economic equilibrium school. 

The monetary doctors prescribe that central banks, 
such as the Bank of England, the Federal Reserve 
Bank of New York, and the Bank of France, should 
get together and agree to flood the market with a 
great amount of additional credit and currency. They 
hold that, in that event, prices would cease to fall 
and a large amount of additional investment would 
take place and people would be set to work. 

The central banks could do that if they were 
convinced that it was advisable. There is no obstacle 
in their way on the grounds of insufficient gold. But, 
unhappily, those in charge of these three institutions 
are not convinced that that policy would serve and 
meet the exigencies of the present situation. 

Curiously enough, all responsible people connected 
with the great central banks of the world hold the 
industrial equilibrium theory as the true explanation 
of the present difficulty. They do not believe that, 
simply by injecting more currency and credit into the 
situation, they can certainly bring about a desirable 
rise in prices and activity in business. 

The great thing is how to get equilibrium, because 
if we can get that there is no difficulty about the 
upward movement of prices. In the judgment of the 
bankers, we want to get satisfactory borrowers in 
large and increasing numbers for increasing amounts 
until we can somehow or other get a better equilib- 
rium of prices and better distribution of labor and 
capital than we now have. 


The Effects of the War 


Current discussion of the existing depres- 
sion is largely based on the assumption that 
the business world is in one of the downward 
swings of the “business cycle,” to which it is 
said our industrial system is subject from 
time to time. In our opinion this is far from 
a correct analysis. A more adequate explana- 
tion is to be found in the enormous derange- 
ment of industry, trade and finance the world 
over caused by the great war. The conditions 
out of which the present situation has devel- 
oped could not possibly have arisen except as 
results of the war. This affirmation is made 
with special reference to the vast inflation of 
credit, the effects upon wages and prices, the 
destruction and displacement of capital, the 
stimulus to agricultural production outside of 
Europe, the burden of new indebtedness and 
the new trade barriers and rivalries, all con- 
tributing to the disruption of former relations 
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which is the outstanding feature of the present 
situation. Even the catastrophic fall of silver, 
which some people think one of the factors 
of leading importance, is traceable to the war, 
for the phenomenal imports of silver into In- 
dia during and immediately following the war 
were due to the high commodity prices and 
huge trade balance in favor of India caused 
by the war; and it was these importations 
which caused the silver currency of India to 
become redundant, leading to the exports of 
silver by the Indian Government which are 
said to have broken the silver market. 

If the fundamental explanation of the pres- 
ent situation is that the world equilibrium 
was disturbed by the war, what reason is 
there for the implication that the situation 
constitutes a “breakdown” of the economic 
order under which all the progress of the past 
has been made? We are moved to the ques- 
tion by this paragraph from a_ respected 
source: 

Regardless, however, of causes, 5,000,000 able- 
bodied men with no chance to work, living on the 
past accomplishments of capital, with the consequent 
destruction of a large part of our smaller business 
men and immense human suffering, constitute in 
themselves a serious breakdown of capitalism. This 
challenges the best we have in us. How should busi- 
ness respond by plans for the future? I believe the 
recurrence of such episodes in American life can be 
prevented. 

The characteristics of “Capitalism” are free- 
dom of individual initiative and the right of 
private property. Have these fundamentals 
of our civilization broken down or do they 
have any responsibility for the present situa- 
tion? Are we prepared to consider the 
abandonment of either? The industrial or- 
ganization is primarily for peace time activ- 
ities; it was forcibly diverted to war time 
activities with the results described. The 
“breakdown” was one in governmental rela- 
tions, not business relations, except as the 
latter have been disturbed by the interference 
of war. It does not follow that a remedy 
for the existing disorder in business is to be 
found in a further extension of governmental 
authority. 

As for any kind of voluntary control exer- 
cised by business itself, certainly it will have 
to be of a very tenuous character so long 
as present legislation remains as it is. Un- 
doubtedly the tendency in the business world 
is to a closer degree of cooperation, but mani- 
festly that must be a gradual development 
rather than a general and planned reor- 
ganization. 


The Achievements of Business 


Business is entitled to be judged by what it 
has accomplished for the general welfare in its 
own field, where each executive has some 
measure of authority and control. It is quite 
willing to submit to an examination of the 


gains in productivity and the division of such 
gains as between proprietors, wage-workers 
and consumers. Nothing but such an exami- 
nation and a fair judgment upon the showing 
is needed to dispel much of the misunder- 
standing and controversy which exists. 


Profits of the Manufacturing Industries 


One of the explanations of the business 
depression frequently offered is that the in- 
dustries have not been paying wages com- 
mensurate with the increased production, or 
in other words, that production was outrun- 
ning purchasing power in the hands of the 
wage-earners. In support of this theory are 
quoted the figures heretofore given in these 
columns that in the manufacturing industries 
from 1919 to 1929, productivity per worker had 
increased about 50 per cent, while real wages 
had increased only 27 per cent. The assump- 
tion is made that the difference between the 
50 per cent and 27 per cent remained as 
profits to the employers. 

If the wage-earners in the manufacturing 
industries expended all their wages for the pro- 
ducts of these industries and bought them 
direct from the factories without any inter- 
vening charges, there would be some basis for 
this assumption, but of course this is not the 
case. In fact, the figures are not comparable. 
Factory-made goods at first-hand prices would 
be a small figure in the total living costs of 
the employes, and the total of such goods 
bought by factory employes would be a small 
part of the factory goods made. Factory 
wage earners in 1929 numbered only about 
8,550,000, which may be compared with 
41,613,000 total population gainfully employed 
in 1920, the latest year for which figures are 
available. Furthermore, factory-products were 
in good demand until the latter part of 1929, 
when sales began to decline, although wages 
in the manufacturing industries were still on 
a rising rather than a falling scale. There- 
fore it is fair to conclude that the depression 
did not originate in the wage situation among 
the factory workers, although loss of employ- 
ment among these workers after the depres- 
sion began undoubtedly has been a factor. 
It is quite certain that the loss of purchasing 
power began outside of the manufacturing 
industries instead of in them; also that it did 
not begin with wage-reductions anywhere. 

The profits of the manufacturing industries, 
however, need not be a matter of surmise. 
There is authentic information about them in 
the reports of the Bureau of Internal Revenue, 
which is charged with collecting the tax on 
income. The report giving gross and. net 
incomes for the calendar year 1929 was made 
public on March 16, 1931. The year 1929 on 
the whole was one of exceptional activity for 
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(Income tax returns for the calendar year 1929 filed te Aug. 3!, 1930.*) 
t Reporti —Corporations Reverting Ne Net— 


Total ——Cor p 
Number ef Number of Gross Number Number 
Returns Returns Income of Returns Gross Income Deficit ef Returns 


ing Net 1 
Net Net Loss for Income 
Income Prior Year Tax 








ciecineinlethtincmintsinnteniy WING 056,950,604 § 800,649,939 § 14,633,996 § 83,764,875 5,858 § 8,759,244,126 §$ 83,832,089 
Textiles and textile products. 14,276 636,850,570 95 2,186,648,896 146 
Leather and leather products. 2,390 x 175,642,395 454,389,149 
Rubber and related products... 628 55,909,400 508,893,810 
Lumber and wood products__ 1,669 130,643,876 792,909,757 
Paper, pulp and products... 2,097 122,470,958 229,515,553 
Printing and publishing. 11,259 146,453,931 253,832,814 388,965,270 
Chemical and allied substances 7,518 824,348,214 695,207,831 642,709,675 
Stone, clay and glass products. 4,696 1,330,739,284 154,779,374 257,351,219 483, 
Metal and metal products___ 20, 15,798,077.216  1,809,437,733 129,776,328 1,808,186,550 155,157,420 
All other mfg. industries._™—. 7,930 1,717,643,143 177,827,329 8,471,718 22,145,422 500,277,797 69,811,973 


Total manufacturing. 93,867 54,411 $49,431,255,376 $4,412,752,219 $193,791,761 $460,137,239 35,485 $11,529,091,302 $745,398,096 
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1 Fiscal and fractional (part year) returns included. 


these industries, their aggregate net income 
being the largest of any year since 1919. 
The aggregate figures for both gross and net 
incomes of these corporations were as given 
above. 

The total number of reporting corporations 
nominally engaged in manufacturing was 
93,867, but 3,971 were inactive and reported no 
income; 54,411, or 60.52 per cent of the total 
number in production, reported net earnings of 
$4,412,752,219, or 8.92 per cent of their total 
gross income, while 38,485, or about 40 per 
cent, reported deficits aggregating $745,398,- 
096. If the returns were consolidated to show 
net earnings for all the active companies, the 
result would be $3,667.354,123 of profits upon a 
gross income of $60,960,346,678, or 6 per cent on 
the value volume. This is scarcely above a nor- 
mal merchandising profit on turnover, where- 
as manufacturing is subject to greater risks 
than merchandising, by reason of the fixed in- 
vestment in plant in addition to the trading 
risks. 

These figures for the net earnings of manu- 
facturing corporations not only disprove the 
theory that as a class they make large profits, 
but show the fallacy of the declaration of the 
Washington Conference that American indus- 
try has “failed in this crisis as in every other 
crisis to assume the responsibility for keeping 
wage-earners employed and industry at work.” 
Since 40 per cent of these corporations had 
net deficits in 1929, it may be assumed that 
another important percentage made only mod- 
erate net earnings and that no more than a 
small minority would be able for any length 
of time to continue the production of goods 
which could not be sold at a profit. In fact. 
the strongest would be wrecked in a com- 
paratively short time, for their liquid assets 
would be soon exhausted if production was 
continued at the usual rate after sales had 
seriously fallen off. Moreover, their credit 
would be impaired by the risk of loss on the 
accumulating stock of goods. 

Miss Frances Perkins, Industrial Commis- 
sioner of the State of New York, in a recent 
magazine article has given a picture of the in- 


dustries of New York State as she sees them.* 
She says in part: 

In New York, as in most industrial States, the 
great manufacturing plant is the exception and the 
little employer is the rule. New York has some 
70,000 separate factory establishments, about 75 per 
cent of which employ fewer than 50 persons. When 
I think of the manufacturers of our State I do not 
think of two or three great, overshadowing indus- 
tries employing thousands of men, with complex and 
well-managed organizations which include research 
workers, personnel managers, etc. As I know them, 
the manufacturers of New York are busy men with 
limited resources, doing business on a small capital, 
engaged in a highly competitive enterprise, and 
with neither time nor money to consult engineer- 
ing and personnel experts on their individual prob- 
lems. Their unit of production is too small to make 
it either possible or economical for them to add to 
their overhead the cost of that kind of specialized 
service. It, therefore, becomes the duty of govern- 
ment to serve as a clearing house for information 
on the technics of industrial welfare and human re- 
lations. Through the State Department of Labor the 
best methods in these fields should be made available 
to all employers who may wish to take advantage 
of them. 

Unemployment undoubtedly presents a 
problem, but it cannot be solved by any policy 
that would be disastrous to the industries. If 
the latter are to assume the responsibility of 
keeping labor always employed they will have 
to find the means of doing so by obtaining 
higher prices for their products or paying 
lower wages to their employes. The risk 
of such an obligation would be a serious 
one, and could not be borne by the em- 
ployers alone. The subject of unemploy- 
ment insurance is a complex one, too large 
for this discussion, which relates simply to 
the showing of profits of the manufacturing 
industries. 

It is pertinent, however, to add that an ad- 
vantage or disadvantage attaching to parti- 
cular occupations on account of the risk of 
unemployment usually is reflected in the com- 
pensation. Thus the average compensation of 
farming is nominally lower than wage rates 
in the other industries, because farming is at- 
tractive to many people on the ground that it 
affords a greater degree of security in a live- 
lihood than employment at wages. Millions 
of wage-workers protect themselves against 
distress in times of unemployment by saving 


(*) Harper’s Magazine, October, 1930. 
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a portion of the earnings of good times. The 
old saying about the wisdom of saving for a 
“rainy day” is evidence that life always has 
been subject to vicissitudes and emergencies 
against which the prudent have thought it 
prudent to accumulate reserves. If every- 
body accumulated reserves and avoided indebt- 
edness except for temporary and emergency 
needs the whole problem of crises and depres- 
sions would practically disappear. 

It is useless to talk in such abstract terms 
as the “living wage,” the significance of which 
changes from time to time. Everybody will 
agree that a higher standard of living for the 
wage-earning population is very much to be 
desired, but it is also true that there must 
be earnings for capital and savings for cap- 
ital, or there will be no growth of capital for 
the important part it must play in maintain- 
ing and improving the industries. Further- 
more, the costs of distribution from producer 
to consumer must come out of the product. 
The only way all these demands can be met 
in the adequate degree desired is by constant 
efforts to improve the methods both of pro- 
duction and distribution, so that there will be 
a larger product per capita to divide. The 
attested rise of about 27 per cent in real 
wages in the manufacturing industries be- 
tween 1919 and 1929 is indicative of the re- 
sults that may be had from harmonious and 
effective efforts to improve the industries. 


Division of Income from the Manufacturing 
Industries 


Professor Melvin T. Copeland, of Harvard 
University, in his article, “The National In- 
come and Its Distribution,” in the second vol- 
ume of the work “Recent Economic Changes,” 
(p. 792), writing of the division of the total 
realized income of the manufacturing indus- 
tries, says that “The share of hired labor has 
been over 80 per cent since the war.” Pro- 
fessor W. I. King, in his book “The National 
Income and Its Purchasing Power,” published 
under the auspices of the National Bureau of 
Economic Research, Inc., calculates the share 
of employes, including salaries, from 1918 to 
1925, as ranging from 82.8 in the former year 
to 87.8 in the latter year.* 

By “realized income” is meant income ac- 
tually withdrawn from these industries. It 
does not include net earnings retained by the 
industries, as is frequently done for the pur- 
pose of enlarging capacity or working cap- 
ital. Funds so retained are recognized as 
devoted primarily to the industries, and while 

* Note—These are not percentages of the total value 
of finished goods, but represent a division between 
capital (as represented by both stock and funded 
debt) on one hand and wages and salaries on the 


other after materials, costs and depreciation are 
deducted. . 


so employed are serving the public, by afford- 
ing employment and producing goods for the 
market. It is only as profits are withdrawn 
and used for private purposes that they are 
devoted to the service of the owners. 

Also it should be considered that an im- 
portant part of the less than 20 per cent of 
total income withdrawn as interest and divi- 
dends was disbursed to employes and other 
small holders of the stocks and obligations. 


When allowance is made for these, it will 
be seen that a comparatively small part of 
the earnings of the manufacturing industries 
has gone to the proprietors as compensa- 
tion for their services in organizing and 
managing the industries and supplying the 
capital employed. Moreover, this share in- 
cludes the much talked of “rent” or return 
upon land values, also whatever investments 
are made out of income withdrawn. There is 
a continuous flow of capital, received as in- 
come back into industry somewhere, thus in- 
creasing the capacity of the various services 
which supply the public needs and minister to 
the general welfare. It is mainly by the in- 
vestment of new capital that the gains in 
productivity and wages are accomplished. 

Again it is important to emphasize that 
profits are not uniform among the producers 
in any branch of industry. The industries 
may be divided into four groups, of which 
the lowest in position is the group whose 
members are making losses. This group is 
important both in numbers and value of prod- 
ucts, its gross output in 1929 being 18 per cent 
of the total value of all manufactures. Next 
above these is the group which is showing 
small profits but is not in assured position, 
third from the bottom the group which is 
making what may be called normal profits 
for the manufacturing business, and finally 
is a group making exceptionally large earnings. 
The members of the latter always have ex- 
ceptional, and usually temporary, advantages 
of some kind. Their products may be new and 
protected from competition in some way, per- 
haps by patents, or for good reasons they hold 
a leading position in the trade. However, 
there is no assurance of permanence in any 
position, and without progressive management 
a leading position cannot be held. As high- 
cost producers are crowded out and competi- 
tion is restricted to low-cost producers, profits 
decline, except to the organizations that are 
able by new methods to reduce costs still 
lower. Large profits are significant of low 
costs rather than of high prices. They indicate 
industrial leadership and a downward tend- 
ency of prices to consumers. All of these facts 
must be taken into account in considering the 
above showing of the net earnings of the manu- 
facturing industries. : 
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Wa a champion golfer gets into the 
rough /fand even champions will do it!}, playing 
through takes nerve and skill and all the help of a 
trusty trouble-club. 

Business men who have got “into the rough” in 
these troubled days have found invaluable the help 
of Banks of the First National Group. To any man 
who is trying his best to work his way out of tempo- 
tary financial difficulties, there’s a world of encour- 
agement in knowing that his Bank will stand by with 
all the support that sane, intelligent banking practice 
can give. 

It’s like knowing the crowd’s behind you when a 
tough break leaves you a bad lie, a stymie and a long 


poke to the green. 
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